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Abstract
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Resumen
El factor de descuento estocástico tiene una prima de riesgo en forma persistente para 
NQUCEVKXQUO¶UPGIQEKCFQUGPNQUCÌQUFGNCETKUKUETGFKVKEKCſPCPEKGTCKPVGTPCEKQPCN
GHGEVQSWGRGTUKUVGFWTCPVGGP/ÃZKEQ[%JKNG'UVGGHGEVQPQGURGTUKUVGPVGGP
GNRGTÈQFQEWCPFQGUUQNQGUVCFÈUVKECOGPVGQDUGTXCDNGGPCNIWPQUCÌQURGTQ
FGUCRCTGEGGPQVTQU
&GTGEJQU 4GUGTXCFQUl 7PKXGTUKFCF 0CEKQPCN #WVÎPQOC FG /ÃZKEQ (CEWNVCF FG
%QPVCFWTÈC[#FOKPKUVTCEKÎP
'UVGGUWPCTVÈEWNQFGCEEGUQCDKGTVQFKUVTKDWKFQDCLQNQUVÃTOKPQUFGNC.KEGPEKC%TGCVKXG
%QOOQPU%%$;0%0&
Palabras clave(CEVQTFGFGUEWGPVQGUVQE¶UVKEQ/ÃZKEQ%JKNG2TKOCRQTNKSWKFG\
Introduction
+PGOGTIKPIOCTMGVUUWEJCU/GZKEQCPF%JKNGVJGRTQDNGOUVJCVOC[JCXG
OCTMGVNKSWKFKV[KPVKOGUQHKPVGTPCVKQPCNſPCPEKCNETKUKUJCXGPQVDGGPCPCN[\GF
KPUWHſEKGPVFGRVJ/GZKEQCPF%JKNGCTGVYQTGNCVKXGN[QRGPGOGTIKPIOCTMGVUKP
.CVKP#OGTKEC6JKURCRGTCPCN[\GUVJGGHHGEVUQPVJGUVQEJCUVKEFKUEQWPVHCEVQTQH
EJCPIGUKPNKSWKFKV[KPVKOGUQHCPKPVGTPCVKQPCNſPCPEKCNETKUKU
During times of crisis the problems associated with the systematic market li
SWKFKV[DGEQOGUVTQPIGTDGECWUGNKSWKFKV[KU NQUVCPFVJGPVJGNGUUNKSWKFCUUGVU
JCXGJKIJGTRTKEGU5[UVGOCVKEOCTMGVNKSWKFKV[TGHGTUVQEQUVUCPFVKOGTGSWKTGF
VQVTCPUHQTOOCP[QHVJGCUUGVUKPVQECUJQTXKEGXGTUC5[UVGOKEOCTMGVNKSWKFKV[
FGETGCUGUUVTQPIN[KPVKOGUQHCETKUKU
GI#UKC.QPI6GTO%CRKVCN/C
PCIGOGPV 
.%6/  CPF 5WDRTKOG  DGECWUG VJGTG CTG HGYGT DW[GTU
YKNNKPIVQDW[EGTVCKPCUUGVUVJCVYGECNNKNNKSWKF6JGTGHQTGVJQUGCUUGVUJCXGNQYGT
RTKEGUCPFJKIJGTTGSWKTGFTCVGUQHTGVWTP2CUVQTCPF5VCODCWIJ
CPF)KD
UQPCPF/QWIGQV
.KSWKFKV[RTQDNGOUOC[TGHGTVQVYQUKVWCVKQPUVJGTG
CTGPQVGPQWIJDW[GTUQHVJGIQQFQTVJCVDW[GTUYJQCTGKPVJGOCTMGVYQWNF
DW[QPN[YKVJCJKIJFKUEQWPV
&KFGTKEJR#PQVJGTYC[VQQDUGTXGVJCV
RTQDNGOQH NKSWKFKV[ KP VJGOCTMGV KU VJCVDKFCPFCUMRTKEGUUGRCTCVG
&KFGTKEJ
R
6JKUYQTMKUFKXKFGFCUHQNNQYU6JKUUGEVKQPKUCPKPVTQFWEVKQP5GEVKQPFKU
EWUUGUVJGVJGQTGVKECNHTCOGYQTM5GEVKQPKPVTQFWEGUVJGHQTOCNOQFGN5GEVKQP
FKUEWUUGUOGVJQFQNQIKECN KUUWGU5GEVKQPFKUEWUUGU VJG CPCN[UKU CPF TGUWNVU
(KPCNN[VJGEQPENWUKQPUCPFTGEQOOGPFCVKQPUUGEVKQPHQNNQYU
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Theoretical Framework
5CFMC 
 UVWFKGUYJGVJGT U[UVGOCVKE NKSWKFKV[ TKUM KURTKEGF KP VJGETQUU
UGEVKQPQHJGFIGHWPFGZRGEVGFTGVWTPU5CFMC
UJQYUVJCVVJGJKIJNKSWK
FKV[TKUMGZRQUWTGJGFIGHWPFRQTVHQNKQ
VQRFGEKNGJCUCUVCVKUVKECNN[UKIPKſECPV
RGTEGPVJKIJGTCPPWCNTGVWTPQPCXGTCIG VJCPVJG NQYNKSWKFKV[TKUMGZRQUWTG
JGFIG HWPFRQTVHQNKQ 
DQVVQOFGEKNG FWTKPI VJGŌRGTKQF +P EQPVTCUV
#XTCOQXGVCN
CUUWOGVJCVCPKPFKXKFWCNJGFIGHWPFTGVWTPRTQEGUU
KUIGPGTCVGFD[CUKPINGGSWKV[TKUMHCEVQTVJCVKUKPXCTKQWUYC[UCPFVQUQOGFG
ITGGRTGFKEVCDNG
CNRJCDGVCCPFTGVWTP6JG[GZRNQKVVJKURTGFKEVCDKNKV[VQQDVCKP
JGFIGHWPFRQTVHQNKQUVJCVFGNKXGTUKIPKſECPVN[RQUKVKXGCNRJCU
TGNCVKXGVQVJG(*
(WPICPF*UKGJ 
DGPEJOCTM5CFMC 
RQKPVUQWV VJCV VJGCNRJCU KP
#XTCOQX-QUQYUMKGVCNOC[DGU[UVGOCVKENKSWKFKV[TKUMRTGOKC1PVJGQVJGT
JCPF#XTCOQX-QUQYUMKGVCNRTGFKEV KPFKXKFWCNJGFIGHWPFCNRJCDGVCCPF
TGVWTPYKVJXCTKCDNGUWPTGNCVGFVQNKSWKFKV[
$TCPFQPCPF9CPI
UJQYUVJCVNKSWKFKV[TKUMECPGZRNCKPVJGRGTHQTOCP
EGQHGSWKV[JGFIGHWPFRQTVHQNKQU6JG[QDUGTXGFUKOKNCTN[ VQ#XTCOQXGVCN

VJCVDGHQTGEQPUKFGTKPIVJGGHHGEVQHNKSWKFKV[TKUMJGFIGHWPFRQTV
folios that incorporate predictability in managerial skills generate superior perfor
OCPEG6JKUQWVRGTHQTOCPEGYGCMGPUQTFKUCRRGCTUUWDUVCPVKCNN[HQTOQUVGOGT
IKPIOCTMGVU GXGPVFTKXGP RQTVHQNKQU CPF NQPIUJQTV JGFIG HWPFU CPF QPEG VJG
NKSWKFKV[TKUMKUCEEQWPVGFHQT/QTGQXGTVJG[UJQYVJCVVJGGSWKV[OCTMGVPGWVTCN
CPFNQPIUJQTVJGFIGHWPFRQTVHQNKQUŏőCNRJCUŒCNUQGPVCKNTGVWTPUHQTVJGKTUGTXKEG
CUNKSWKFKV[RTQXKFGTU6JGUGTGUWNVUJQNFWPFGTXCTKQWUTQDWUVPGUUVGUVU$TCPFQP
CPF9CPI
EQPEGPVTCVGUQPNKSWKFKV[TKUMUVGOOKPIHTQOVJGHCEVVJCVGSWKV[
JGFIGHWPFTGVWTPUOC[EQXCT[YKVJCOCTMGVYKFGU[UVGOCVKENKSWKFKV[TKUMHCEVQT
6JCV KUFKHHGTGPV HTQO)GVOCPUM[.QCPF/CMCTQX
CPF#TCIQP

which focus primarily on illiquidity as a cost factor that induces serial correlation 
KPKPFKXKFWCNJGFIGHWPFTGVWTPUCPFVJCVOC[CNUQRTQXKFGCPGZRNCPCVKQPHQTVJGKT
JKIJGTGZRGEVGFTGVWTPU
%CQGVCN
CUKP#XTCOQXGVCN
WUGUVJGRTGFKEVCDKNKV[
of the return process for each individual hedge fund to form optimal hedge fund 
RQTVHQNKQUVJCVQWVRGTHQTOVJG(*DGPEJOCTMCPFKVUJQYUVJCVOCP[JGFIGHWPFU
GZRNQKVVJGKTCDKNKV[VQVKOG
KGRTGFKEVNKSWKFKV[VQFGETGCUG
KPETGCUGVJGKTUKP
INGGSWKV[HCEVQTGZRQUWTGCUNKSWKFKV[FGETGCUGU
KPETGCUGU(WTVJGTOQTGYJKNG
#XTCOQXGVCNRTQXKFGFKTGEVGXKFGPEGQHVJGRTGFKEVCDKNKV[QHVJGJGFIGHWPFTG
VWTPRTQEGUU%CQGVCN
RTQXKFGKPFKTGEVGXKFGPEGVJCVJGFIGHWPFOCPCIGTU
ECPRTGFKEVNKSWKFKV[6JGVQRFGEKNGQHNKSWKFKV[VKOKPIJGFIGHWPFUJCUCNRJCUCU
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OWEJCURGTEGPVRGT[GCTCDQXGVJGNQYGUVFGEKNGQHNKSWKFKV[VKOGTU
#OKJWFCPF/GPFGNUQP
GZRNQKVU(COCCPF/CE$GVJŏU
CRRTQCEJ
to evaluate the impacts of the rate of return and risks of the market to odds ratio 
DGVYGGPUGNNKPICPFDW[KPIRTKEGUHQTCRQTVHQNKQQH0;5'UVQEMUHTQOVJGRGTKQF
VQ6JG[HQWPFVJCVKPETGCUKPIQPGRGTEGPVVJGQFFUTCVKQDGVYGGPUG
NNKPICPFDW[KPIRTKEGUKPETGCUGUVJGTKUMRGTOQPVJRGTEGPV/QTGQXGTVJG[
QDUGTXGFVJCV VJGUNQRGEQGHſEKGPVQH VJGQFFUTCVKQDGVYGGPUGNNKPICPFDW[KPI
RTKEGUKURQUKVKXG
%JCP CPF (CHH 
 JCXG C UKOKNCT CRRTQCEJ CU #OKJWF CPF/GPFGNUQP

6JG[EQPUKFGTCUHCEVQTUVJGTCVKQDQQMXCNWGVQOCTMGVXCNWGUK\GQHVJG
RQTVHQNKQCPF NKSWKFKV[ UKOKNCT VQ(COCCPF(TGPEJ 
 HQT#WUVTCNKC UVQEMU
FWTKPIVJGRGTKQF6JGRTGOKWOTKUMQHVJG[GCTN[VWTPQXGTTCVKQKUQXGT
RGTEGPV6JGKTſPFKPIUIKXGUVTQPIGXKFGPEGHQTVJGKORQTVCPVTQNGQHNKSWKFKV[
KPVJG#WUVTCNKCPUVQEMOCTMGV
#TEJCT[CCPF2GFGTUGP
UVWF[VJGKORCEVQHNKSWKFKV[CUCPCFLWUVOGPVVQ
VJG%#2/OQFGNHQTVJG0;5'CPF#/':HTQO,WPGVQ6JG[GUVKOC
VGVJCVVJGKORCEVQHNKSWKFKV[TKUMKURGTEGPVRGT[GCTCPFVJGKORCEVQPVJGTCVG
QHTGVWTPQHNKSWKFKV[KURGTEGPVRGT[GCT6JWUVJGQXGTCNNGHHGEVQHNKSWKFKV[KU
RGTEGPVRGT[GCT
9CPICPF&K+QTKQ
CRRN[(COCCPF(TGPEJŏU
OQFGN6JG[EQPUK
FGTVJGKORCEVUQHQVJGTHCEVQTUKPCFFKVKQPVQCOCTMGVHCEVQTNKSWKFKV[DGKPIQPG
QHVJGOYJKEJKUOGCUWTGFD[VJGVWTPQXGTTCVKQ6JG[CPCN[\GVJG%JKPGUGUVQEM
OCTMGVHTQOVQ6JGKTTGUWNVUUJQYVJCVNKSWKFKV[KUPGICVKXGEQTTGNCVGF
YKVJVJGTCVGQHTGVWTPQHUVQEMU
+PVGTRTGVCVKQPQHTGUWNVUOWUVDGECTGHWNN[CPCN[\GF6JGTGKUUQOGEQPVTCFKE
VQT[GXKFGPEGKPVJGNKVGTCVWTG(QTGZCORNGUJQTVVGTORGTHQTOCPEGRGTUKUVGPEGCU
VJGQPGFQEWOGPVGFKP#ICTYCNCPF0CKM
CPFQVJGTRCRGTUECPDGUKORN[
VTCEGFVQKNNKSWKFKV[KPFWEGFUGTKCNEQTTGNCVKQPKPJGFIGHWPFTGVWTPU
)GVOCPUM[
GVCNCUVJG[UJQYGFYKVJCTGVWTPUOQQVJKPIOQFGN
The model
6JGEQPUWOGTRQTVHQNKQOQFGNKPKVKCNN[HQTOWNCVGFD[5COWGNUQP
CPF
/GTVQP
 KUCORNGFKUEWUUGFKP VJG NKVGTCVWTGYKVJUNKIJVN[FKHHGTGPVXCTKC
VKQPU+PVJGRTQDNGOCEQPUWOGTECPVTCFGHTGGN[KPCUUGVUiCPFOCZKOK\GUVJG
GZRGEVGFXCNWGQHCFKUEQWPVGFVKOGUGRCTCDNGWVKNKV[HWPEVKQPCUKP%CORDGNN.Q
CPF/CE-KPNC[
R
13H. Valencia Herrera  /  Contaduría y Administración 60 (S2) 9-23
                                           
 
                                      


where OGCUWTGUVJGRGTUQPCNVKOGRTGHGTGPEG   is the investor´s consumption 
in period t + jCPF  is the period utility of consumption at t + j9GCNVJWt 
at tCUKP2GPPCEJK
RUCVKUſGUVJGHQNNQYKPITGNCVKQP
                                      


where  is the proportion invested in risky asset i of the total wealth in period t
 is the return of risky asset i  in period t  is the return of the risk free asset in 
period t and KUGZQIGPQWUKPEQOGYGCNVJVJCVVJGKPFKXKFWCNTGEGKXGUCVRGTKQFt 
0QVKEGVJCVKPVJKUHQTOWNCVKQPKHVJGTCVGQHTGVWTPKU\GTQVJGTGVWTPKUQPGYJKEJ
KPFKECVGUVJCVYGCNVJKUKPVGTVGORQTCNN[EQPUGTXGF
The optimal consumption and portfolio plan must satisfy that the marginal uti
NKV[QHEQPUWORVKQP VQFC[ KUGSWCN VQ VJGGZRGEVGFOCTIKPCNWVKNKV[DGPGſVHTQO
investing one monetary unit in asset i at time tUGNNKPIKVCVVKOG   for   and 
EQPUWOKPIVJGRTQEGGFU
                                                                 
 
where   is the information available to the individual at time tCUWDUGVQHVJG
information available at time t &KXKFKPIDQVJUKFGUKP
D[ YGIGV
  
                                         

where the stochastic discount factor KUGSWCNVQVJGUVQEJCUVKEKPVGTVGORQTCN
rate of substitution 
Note that if the returns of the n  risky assets in the economy are the vector 
and KUCXGEVQTQHQPGUTGNCVKQPUJKR
ECPDGYTKVVGPCU
                                           

where   JCU CP WPEQPFKVKQPCN PQPUKPIWNCT XCTKCPEGEQXCTKCPEG OCVTKZ 
#P KORNKECVKQPQH VJKUOQFGNCPFQVJGT KPVGTVGORQTCNCUUGVRTKEKPIQPGU KU VJCV
                                                     

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where the return on one period riskless bond is  and 
Estimation of Euler equation of consumption
+PGSWKNKDTKWOVJGEQPFKVKQPCNOQOGPVEQPFKVKQPVJCVVJGUVQEJCUVKEFKUEQWPV
factor  must satisfy conditional on previous information KUVJCVVJGGZRGEVGF
product of any return YKVJVJGFKUEQWPVHCEVQTOWUVDGGSWCNVQQPG
                                               

#EEQTFKPIVQ*CPUGPCPF5KPINGVQP
VJGFKUETGVGVKOGOQFGNUQHVJGQR
VKOK\CVKQPDGJCXKQTQHGEQPQOKECIGPVUQHVGPNGCFVQſTUVQTFGTEQPFKVKQPUQHVJG
HQTO
                                                

where  is a vector of variable observed by agents at time t  and   is a p dimen
UKQPCNRCTCOGVGTXGEVQTVQDGGUVKOCVGF6JGTGHQTG
                                      

Let us construct an objective function that depends only on the available in
formation of the agents and unknown parameters b.GV 
#EEQTFKPIVQ*CPUGPCPF5KPINGVQP
KHVJGOQFGNKP
KUVTWGVJGPVJG
method of moment estimator of the function gKU
                                        

The value of  at UJQWNFDGENQUGVQ\GTQHQTNCTIGXCNWGUQH +P
VJKURCRGTYGHQNNQY*CPUGPCPF5KPINGVQP
CPFEJQQUGbVQOKPKOK\GVJG
function      
                                        

where KUCU[OOGVTKERQUKVKXGFGſPKVGYGKIJVKPIOCVTKZ  can be estimated 
OKPKOK\KPI
                                                      

6JGEJQKEGQHYGKIJVKPIOCVTKZ  is such that it makes ENQUGVQ\GTQVCMKPI
KPVQCEEQWPVRQUUKDNGJGVGTQUEGFCUVKEKV[CPFCWVQEQTTGNCVKQP
*#%DGJCXKQT
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6JGTG CTG VYQ CFXCPVCIGU QH GUVKOCVKPI PQPNKPGCT 'WNGT GSWCVKQP WPFGT
)GPGTCNK\GF/GVJQFQH/QOGPVU
)//CUIKXGPKP*CPUGPCPF5KPINGVQP


C6JG KPUVTWOGPVXGEVQTFQGUPQVPGGF VQDGGEQPQOKECNN[GZQIGPQWU6JG
only requirement is that this vector be predetermined in the period when the agent 
HQTOUJKUGZRGEVCVKQPU$QVJRCUVCPFRTGUGPVXCNWGUQHVJGXCTKCDNGUKPVJGOQFGN
ECPDGWUGFCUKPUVTWOGPVU/QFGNGUVKOCVQTKUEQPUKUVGPVGXGPYJGPVJGKPUVTW
OGPVUCTGPQVGZQIGPQWUQTYJGPVJGFKUVWTDCPEGUCTGUGTKCNN[EQTTGNCVGF

D7PNKMGVJGOCZKOWONKMGNKJQQF
/.GUVKOCVQTVJG)//GUVKOCVQTFQGU
PQVTGSWKTGVJGURGEKſECVKQPQHVJGLQKPVFKUVTKDWVKQPQHVJGQDUGTXGFXCTKCDNGU
To compute  a consistent estimator of KUPGGFGF6JKUECPDGQDVCKPGFD[KPK
tially using 
KFGPVKV[OCVTKZCPFUWDQRVKOCNEJQKEGQHbKPOKPKOK\KPI  
KP
YGIGVVJGXCNWGUQH $[WUKPIVJKUXCNWGQHbKP
YGIGV #ICKP
by using the new values of  ECPDGQDVCKPGFD[OKPKOK\KPIGSWCVKQP

9GTGRGCVVJKURTQEGUUWPVKNVJGGUVKOCVGUEQPXGTIG#EEQTFKPIVQ*CPUGP*GCVQP
GVCN
VJKUKVGTCVKXG)//RTQEGUUKUOQTGGHſEKGPVKPUOCNNUCORNGVJCPC
UKORNGUVCPFCTFVYQUVGRRTQEGFWTGIKXGPD[*CPUGPCPF5KPINGVQP

Methodology
+PVJKUUVWF[YGCPCN[\GVJGRGTHQTOCPEGQHVJG/GZKECPCPF%JKNGCP5VQEM
/CTMGVU(QT GCEJCUUGV CTKVJOGVKE TGVWTPUYGTG GUVKOCVGF +P GCEJOCTMGVYG
EQPUKFGT COCTMGV KPFGZ CU DGPEJOCTM6JGOCTMGV KPFGZWUGF KP VJG/GZKECP
/CTMGVYCUVJG6QVCN4GVWTP+PFGZő PFKEGFG4GPFKOKGPVQ6QVCN
+46ŒCPFHQT
VJG%JKNGCP/CTMGV VJG5CPVKCIQ5VQEM'ZEJCPIG+PFGZő PFKEGFG NC$QNUCFG
5CPVKCIQ
+25#ŒDQVJKPFGZGUCFLWUVGFKPENWUKXGHQTECUJFKXKFGPFU6JGCPPWCN
CTKVJOGVKETCVGQHTGVWTPCPFUVCPFCTFFGXKCVKQPUQHVJGUGKPFGZGUKPVJGRGTKQFQH
UVWF[CTGUJQYPKPVCDNG1
Table 1 shows the mean and standard deviation of the rate of returns during the 
YJQNGRGTKQFQHUVWF[CPFGCEJQHVJGCPCN[\GF[GCTU+PVJGTGCTGPGICVKXG
TCVGQHTGVWTPUOGCUWTGFD[+25#CPF+466JGUCOGJCRRGPKPYJGPVJG
RTQURGEVUQH VJG/GZKECP CPF%JKNGCP GEQPQOKGUYGCMGPGF6JG TGEQXGT[YCU
UVTQPIGTFWTKPICPF6JGITQYVJ KPYCUUOCNNEQORCTGFYKVJ
VJQUGQHCPF8QNCVKNKV[KPETGCUGFKPVJGPKVFGETGCUGFKPVJGHQ
NNQYKPIVYQ[GCTUKVKPETGCUGFCICKPKPCPFKVJCUCUNQYFQYPKPKP
DQVJVJG+46CPFVJG+25#
1 5GG8CNGPEKC*GTTGTC
CPF8CNGPEKC*GTTGTC
HQTCFGGRGTFKUEWUUKQPQPVJG)GPGTCNK\GF
/GVJQFQH/QOGPVU
)//CRRNKGFVQVJG/GZKECPCPF%JKNGCP5VQEM/CTMGVU
16 H. Valencia Herrera  /  Contaduría y Administración 60 (S2) 9-23
Table 1
/GCPCPF5VCPFCTF&GXKCVKQPQHVJG&CKN[/CTMGV4CVGQH4GVWTPKP/GZKEQCPF%JKNG
IRT +25#
Year /GCP 5VF&GX /GCP 5VF&GX
    
    
2009    
2010    
2011    
2012    
    
&CKN[TCVGQHTGVWTP 
5QWTEG1YPGNCDQTCVKQP
+P GCEJOCTMGV VYQGSWCVKQPUYGTG GUVKOCVGFWUKPIOGVJQFQHOQOGPVU +H
GSWCVKQP
KUGUVKOCVGFHQTGCEJTGVWTPCPFVJGTGVWTPHQTVJGTKUMHTGGTCVGKU
UWDVTCEVGFHQTGCEJQHVJGTGVWTPUVJGHQNNQYKPIOQOGPVEQPFKVKQPUOWUVDGUCVKU
ſGF
                     and 

where KUVJGGZEGUUTGVWTPQHCUUGVi6JGTKUMHTGGTCVGWUGFHQT%JKNGKUVJG
QPGFC[%JKNGCP+PVGTDCPM4CVGRWDNKUJGFD[VJG%GPVTCN$CPMQH%JKNGCPFHQT
/GZKEQKVKUVJGFC[U/GZKECP+PVGTDCPM'SWKNKDTKWO+PVGTGUV4CVG
6++'HQT
KVU5RCPKUJKPKVKCNU6CUCFG+PVGTÃU+PVGTDCPECTKCFG'SWKNKDTKQRWDNKUJGFD[VJG
$CPMQH/GZKEQ+HVJG%#2/KUUCVKUſGF  can be written as UGGHQT
GZCORNG%QEJTCPG
R
       
                          
                 


6JGGZEGUUOCTMGVTGVWTPKUKPUVTWOGPVGFYKVJVJGſTUVVJTGGNCIUQHVJGUCOG
XCTKCDNGYJKEJCTGUVCVKUVKECNN[UKIPKſECPVKPC)CTEJOQFGN
Liquidity refers to the time and the costs associated with the transformation of 
CRQUKVKQPKPCPCUUGVKPVQECUJCPFXKEGXGTUC6JG%#2/CUOCP[CUUGVRTKEKPI
OQFGNUCUUWOGUVJCVVJGEQUVCPFVKOGTGSWKTGFHQTVTCPUHQTOKPIſPCPEKCNYGCNVJ
KPVQECUJKU\GTQ#EVWCNN[VJGVTCPUHQTOCVKQPQHCRQUKVKQPKPUQOGſPCPEKCNCUUGVU
KPVQECUJECPDGGZRGPUKXGRCTVKEWNCTN[KHVJGCUUGVJCUCNQYHTGSWGPE[QHVTCFKPI
6JGNKSWKFKV[ECPTGHGTVQCRCTVKEWNCTCUUGVQTHWPFQTVQVJGGPVKTGſPCPEKCNOCTMGV

KGU[UVGOCVKE NKSWKFKV[#PCUUGVYKVJ NQYNKSWKFKV[YKNNEQOOCPFCFKHHGTGPV
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TGVWTPHTQOCPCUUGVYKVJJKIJGTNKSWKFKV[VQEQORGPUCVGHQTVJGNCEMQHNKSWKFKV[
5KOKNCTN[KHVJGCUUGVTGVWTPEQXCTKGUYKVJU[UVGOCVKENKSWKFKV[KVYQWNF[KGNFCNK
quidity risk premium to compensate for an event in which the asset differs in price 
CNQPIYKVJVJGCDKNKV[VQNKSWKFCVGKV6JKUEQPLGEVWTGKUEQPUKUVGPVYKVJVJGGXKFGPEG
VJCV U[UVGOCVKE NKSWKFKV[ KURTKEGF KP GSWKV[OCTMGVU UGG2CUVQT CPF5VCODCWIJ

CPF)KDUQPCPF/QWIGQV

)GVOCPUM[GVCN
CPF#TCIQP
CPCN[\GKPFKXKFWCNCUUGVNKSWKFKV[
These authors focus primarily on illiquidity as a cost factor that induces serial co
TTGNCVKQPKPKPFKXKFWCNJGFIGHWPFTGVWTPUCPFKVOC[CNUQRTQXKFGCPGZRNCPCVKQP
HQT VJGKT JKIJGT GZRGEVGF TGVWTPU5CFMC 
 CPF$TCPFQPCPF9CPI 

study whether systematic liquidity risk is priced or not in the cross section of hedge 
HWPFGZRGEVGFTGVWTPU+P5CFMC
CJKIJNKSWKFKV[TKUMGZRQUWTGJGFIGHWPF
RQTVHQNKQ
VQRFGEKNGJCUCUVCVKUVKECNN[UKIPKſECPVRGTEGPVJKIJGTCPPWCNTGVWTPQP
CXGTCIGVJCPCNQYNKSWKFKV[TKUMGZRQUWTGJGFIGHWPFRQTVHQNKQ
DQVVQOFGEKNG
FWTKPIŌ
.KSWKFKV[ GHHGEVUQP TGVWTPU ECPDGEQPUKFGTGFWUKPIFKTGEVN[ NKSWKFKV[ TKUM[
RTQZ[OGCUWTGUUWEJCUKP2CUVQTCPF5VCODCWIJ
QT#OKJWF
6JKU
CTVKENGHQNNQYUCPCNVGTPCVKXGCRRTQCEJYJKEJEQPUKFGTUVJGGHHGEVQHNKSWKFKV[QP
GZEGUUTGVWTPOGCUWTGU
KGCNRJCUCPFCRRTCKUCNTCVKQUCUKP#ICTYCNCPF0CKM

CPF)GVOCPUM[GVCN
'CEJ[GCTGCEJUVQEMKPVJGOCTMGVKUENCUUK
ſGFCUJKIJNKSWKFKV[UVQEMQTNQYNKSWKFKV[QPGFGRGPFKPIKHVJGUVQEMVTCFGFOQTG
VJCPFC[U KP VJG[GCTQT NGUU6JGGHHGEVQH NKSWKFKV[YCUEQPUKFGTGFKP VYQ
YC[UVJGGHHGEVQPVJGEQPUVCPVQTQPVJGDGVCQHVJGUVQEJCUVKEFKUEQWPVHCEVQT
6JGGHHGEVKUUVCVKUVKECNN[OGCUWTGFWUKPIC%JQYVGUV6JGXCTKCDNG+JCUCXCNWG
QHQPGKHVJGUVQEMJCUOQTGVJCPSWQVGUKPVJG[GCTCPF\GTQQVJGTYKUG6JG
moment conditions becomes
   
               


Analysis and discussion
+HNKSWKFKV[FQGUPQVCHHGEVVJGUVQEJCUVKEFKUEQWPVHCEVQTVJGEQGHſEKGPVQH  
and KPGS
OWUVDGGSWCNVQ\GTQ(QT/GZKEQKPVJGVYQUVGRGUVKOCVKQP
 or QTDQVJCTGUVCVKUVKECNN[FKHHGTGPVHTQO\GTQKPCNN[GCTUKPVJGRGTKQF
 UGG VCDNG 7UKPI VJG)//GUVKOCVKQP GKVJGT QH VJG EQGHſEKGPVU   or 
KUFKHHGTGPVHTQOEGTQKPVJGRGTKQFCPFVJG[GCTUGGVCDNG
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6JGTGKUCNKSWKFKV[GHHGEVKPVJGUVQEJCUVKEFKUEQWPVHCEVQTKP/GZKEQKPVJGRGTKQF
VJGRGTKQFQHVJGKPVGTPCVKQPCNſPCPEKCNETKUKUCPFVJG[GCTCHVGT6JG
UCOGGHHGEVUCTGEQPſTOGFYKVJVJG%JQY6GUVYJKEJUJQYUVJCVVJGTGKUNKSWKFKV[
GHHGEVKPVJGUVQEJCUVKEFKUEQWPVHCEVQTKPVJGRGTKQFWUKPIVJGVYQUVGR
GUVKOCVKQPCPFVJGKVGTCVGF)//GUVKOCVKQPUGGVCDNG+PVJGKVGTCVGF)//
GUVKOCVKQPVJGTGKUCPGHHGEVKPVJG[GCTDWVKVKUYGCMVJGRTQDCDKNKV[QHVJCV
GKVJGTEQGHſEKGPVKUGSWCNVQ\GTQKU
Table 2
%QGHſEKGPVUHQT/GZKEQYKVJVJG+46+PFGZ)//YKVJVYQUVGRU
a0 ag b0 bg
%QGH \ %QGH \ %QGH \ %QGH Z
       **   ***
   ***   **    
2009   ***     ***   ***
2010   ***      
2011   ***      
2012   ***      
%QGHſEKGPVUCCHTQOCUUGVUYKVJOQTGVJCPSWQVGUKPC[GCTCIDIYKVJOQTGVJCP
SWQVGUKPC[GCT
5VCVKUVKECNN[UKIPKſECPVCVRGTEGPVNGXGN
5VCVKUVKECNN[UKIPKſECPVCVRGTEGPVNGXGN
5VCVKUVKECNN[UKIPKſECPVCVRGTEGPVNGXGN
\CTG*#%UVCPFCTFGTTQTU
5QWTEG1YPGNCDQTCVKQP
Table 3
%QGHſEKGPVUHQT/GZKEQYKVJVJG+46+PFGZKVGTCVGF)//
a0 ag b0 bg
%QGH Z %QGH Z %QGH \ %QGH \
     **   **   **
     ***    
2009   ***     ***   ***
2010   ***     ***  
2011   ***      
2012     ***    
%QGHſEKGPVUCCHTQOCUUGVUYKVJOQTGVJCPSWQVGUKPC[GCTCIDIYKVJOQTGVJCP
SWQVGUKPC[GCT
5VCVKUVKECNN[UKIPKſECPVCVRGTEGPVNGXGN
5VCVKUVKECNN[UKIPKſECPVCVRGTEGPVNGXGN
5VCVKUVKECNN[UKIPKſECPVCVRGTEGPVNGXGN
\CTG*#%UVCPFCTFGTTQTU 
5QWTEG1YPGNCDQTCVKQP
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Table 4
%JQY6GUVHQT/GZKEQ
5VGR +VGTCVGF)//
EJK
 Prob>Chi2 EJK
 Prob>Chi2
    
    
2009    
2010    
2011    
2012    
,QKPVJ[RQVJGUKU%QPUVCPVCPFUNQRGEQGHſEKGPVUQHUVQEMUYKVJOQTGVJCPSWQVGURGT[GCTKU\GTQ 
5QWTEG1YPGNCDQTCVKQP
(QT%JKNGVJGGHHGEVQHNKSWKFKV[KPVJGRGTKQFVQKUCNUQQDUGTXGFVJG
RGTKQFQHVJGETGFKVſPCPEKCNETKUKUCPFVJG[GCTCHVGT6JKUGHHGEVKUQDUGTXGFWUKPI
VJGVYQUVCIGGUVKOCVQTCPFVJGKVGTCVGF)//GUVKOCVQTUGGVCDNGUCPF+PCF
FKVKQPKPVJGVYQUVCIGGUVKOCVQTCPFVJGKVGTCVGF)//GUVKOCVQTUJQYVJCV
VJGTGKUCNKSWKFKV[RTGOKWOGHHGEVUGGVCDNGUCPF6JGUGGHHGEVUCTGEQPſTOGF
WUKPIC%JQY6GUVHQTVJGOCTMGVNKSWKFKV[RTGOKWOVJCVUJQYUVJCVVJGTGKUCVNGCUV
QPGEQGHſEKGPVTGNCVGFVQVJGNKSWKFKV[RTGOKWOVJCVKVKUUVCVKUVKECNN[FKHHGTGPVHQT\GTQ
KPVJG[GCTUKPVJGRGTKQFVQCPFUGGVCDNGHQTGKVJGTVJGVYQUVCIG
GUVKOCVQTQTVJGKVGTCVGF)//GUVKOCVQT6JCVKUKPVJGRGTKQFQHVJGETGFKVſPCPEKCN
ETKUGUVJG[GCTCHVGTCPFKPVJG[GCT+VGTCVGF)//GUVKOCVKQPJCUDGVVGTUOCNN
UCORNGRTQRGTVKGUVJCPVYQUVGRGUVKOCVKQP
*CPUGP*GCVQPGVCN*QYGXGT
NCTIGUCORNGUVCVKUVKECNRTQRGTVKGUQHDQVJGUVKOCVQTUCTGTQWIJN[UKOKNCT
Table 5
%QGHſEKGPVUHQT%JKNGYKVJVJG+25#+PFGZ)//YKVJVYQUVGRU
a0 ag b0 bg
%QGH \ %QGH \ %QGH \ %QGH \
   ***   **    
   ***   ***   ***   ***
2009   ***     ***   ***
2010        
2011   ***     ***   ***
2012   ***      
%QGHſEKGPVUCCHTQOCUUGVUYKVJOQTGVJCPSWQVGUKPC[GCTCIDIYKVJOQTGVJCP
SWQVGUKPC[GCT
5VCVKUVKECNN[UKIPKſECPVCVRGTEGPVNGXGN
5VCVKUVKECNN[UKIPKſECPVCVRGTEGPVNGXGN
5VCVKUVKECNN[UKIPKſECPVCVRGTEGPVNGXGN
\CTG*#%UVCPFCTFGTTQTU
5QWTEG1YPGNCDQTCVKQP
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Table 6
%QGHſEKGPVUHQT%JKNGYKVJVJG+25#+PFGZKVGTCVGF)//.
a0 ag b0 Bg
%QGH \ %QGH \ %QGH \ %QGH Z
   **   ***   ***   **
   ***   **   ***   ***
2009   **   ***   ***   ***
2010        
2011   ***   **    
2012   ***      
%QGHſEKGPVUCCHTQOCUUGVUYKVJOQTGVJCPSWQVGUKPC[GCTCIDIYKVJOQTGVJCP
SWQVGUKPC[GCT
5VCVKUVKECNN[UKIPKſECPVCVRGTEGPVNGXGN
5VCVKUVKECNN[UKIPKſECPVCVRGTEGPVNGXGN
5VCVKUVKECNN[UKIPKſECPVCVRGTEGPVNGXGN
\CTG*#%UVCPFCTFGTTQTU
5QWTEG1YPGNCDQTCVKQP
6CDNG
%JQY6GUVHQT%JKNG
5VGR +VGTCVGF)//
EJK
 Prob>Chi2 EJK
 Prob>Chi2
    0
  0  
2009    0
2010    
2011    
2012    
,QKPVJ[RQVJGUKU%QPUVCPVCPFUNQRGEQGHſEKGPVUQHUVQEMUYKVJOQTGVJCPSWQVGURGT[GCTKU\GTQ 
5QWTEG1YPGNNCDQTCVKQP
+PVJGOQFGNVJGNKSWKFKV[GHHGEVKPVJGUVQEJCUVKEFKUEQWPVHCEVQTECPDGCEQPU
VCPVQTFGRGPFQPVJGNGXGNQHCPKPFGZ(QT/GZKEQWUKPIVJGVYQUVGRURTQEGFWTG
VJGTGKUCUVCVKUVKECNN[RQUKVKXGEQPUVCPVNKSWKFKV[GHHGEVKPCVVJGRGTEGPV
UKIPKſECPVNGXGNUGGVCDNG6JGGHHGEVKUOQTGPQVKEGCDNGWUKPIVJGKVGTCVGF)//
UGGVCDNG6JGGHHGEVDGEQOGUUVCVKUVKECNN[UKIPKſECPVCVVJGRGTEGPVNGXGN
+PCFFKVKQPC UVCVKUVKECNN[RQUKVKXGEQPUVCPVGHHGEV KUQDUGTXGF KPCV VJG
RGTEGPVQHUKIPKſECPEGNGXGN
(QT%JKNGWUKPIVJGVYQUVCIGRTQEGFWTGVJGTGKUCEQPUVCPVRQUKVKXGNKSWKFKV[
GHHGEVKPVJG[GCTCVVJGRGTEGPVUKIPKſECPEGNGXGNCPFKPVJG[GCTCV
VJGRGTEGPVUKIPKſECPEGNGXGNUGGVCDNG7UKPIVJGKVGTCVGF)//VJGEQPUVCPV
RQUKVKXGNKSWKFKV[GHHGEVKUQDUGTXGFKPCNN[GCTUKPVJGRGTKQFVQDWVKV
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KUUVCVKUVKECNN[UKIPKſECPVCVVJGRGTEGPVNGXGNKPCPFCPFCVVJG
RGTEGPVNGXGNKPVJG[GCTUCPFUGGVCDNG
6JGUGPUKDKNKV[QH VJGUVQEJCUVKEFKUEQWPV HCEVQT VQ VJG KPFGZ VQ NKSWKFKV[ECP
FKHHGTYKVJVJGNGXGNQHVJGKPFGZ#RQUKVKXG
PGICVKXGUKIPQH  implies that more 
NKSWKFUVQEMUCTGNGUU
OQTGFKUEQWPVGFVJCPOQTG
NGUUNKSWKFUVQEMVJGJKIJGTVJG
KPFGZ(QT/GZKEQVJGUGPUKDKNKV[VQVJG+46KPFGZUJQYUVCVKUVKECNN[UKIPKſECPV
FKHHGTGPEGUYKVJNKSWKFKV[6JGUVQEJCUVKEFKUEQWPVHCEVQTWUKPIVJG+46+PFGZCU
OCTMGVKPFGZUJQYUCJKIJGTFKUEQWPVHQTVJGOQTGNKSWKFCUUGVUKPVJG[GCTU
CPFKPDQVJVJGVYQUVGRCPFVJGKVGTCVGF)//RTQEGFWTGU+VKUPQVKEGCDNG
VJCVVJGUGPUKDKNKV[KUPQVUVCVKUVKECNN[UKIPKſECPVKPC[GCTYJGPVJGGHHGEVUQH
VJGINQDCNNKSWKFKV[ETKUKUYGTGUVTQPIGTKPVJGTGIKQP+VKUCNUQC[GCTKPYJKEJVJG
+46+PFGZJCUCPCXGTCIGTCVGQHTGVWTPPGICVKXGUGGVCDNG
(QT%JKNGVJGGZEGUUUGPUKDKNKV[QHVJGUVQEJCUVKEFKUEQWPVVQVJGKPFGZVQNKSWK
FKV[KUUVCVKUVKECNN[PGICVKXGKPCPFRQUKVKXGKPCPFYKVJVJGVYQ
UVGROGVJQFUGGVCDNG7UKPIVJGKVGTCVGF)//OGVJQFUVJGGZEGUUKURQUKVKXG
HQTVJG[GCTUCPFCPFPGICVKXGHQTVJG[GCTUGGVCDNG0QVKEGVJCV
KPC[GCTKPYJKEJVJGCXGTCIG+25#TGVWTPTCVGYCUPGICVKXGVJGUVQEJCUVKE
FKUEQWPVUJQYUCITGCVGTUGPUKDKNKV[VQVJGKPFGZHQTVJGOQTGNKSWKFCUUGVUYKVJC
UVCVKUVKECNUKIPKſECPEGQHRGTEGPV6JKUTGUWNVKUQDUGTXGFYKVJVJG+25#+PFGZ
CUCOCTMGVKPFGZCPFWUKPIVJGVYQUVGRCPFVJGKVGTCVGF)//OGVJQFUUGGVCDNGU
VQ
Conclusions
6JG UVQEJCUVKEFKUEQWPV HCEVQT ECPRTQXKFG GXKFGPEGQHOKURTKEKPIQH CUUGVU
even though literature frequently discusses these issues using asset pricing models 
UWEJCUVJG%#2/QTOWNVKHCEVQTOQFGNU6JGTGKUCNKSWKFKV[RTGOKWOHCEVQTKP
VJG/GZKECPCPF%JKNGCPGEQPQOKGUKPUQOG[GCTUQHVJGRGTKQFQHUVWF[
6JG)//OGVJQFECPIKXGFKHHGTGPVKPHGTGPEGUKHCVYQUVCIGGUVKOCVQTQT
CPKVGTCVGFQPGKUEQPUKFGTGF*QYGXGTDQVJOGVJQFUQHHGTUVCVKUVKECNGXKFGPEGVJCV
VJGTGKUCNKSWKFKV[RTGOKWOHCEVQTKPVJG[GCTUQHVJGKPVGTPCVKQPCNETGFKVſPCPEKCN
ETKUKUCPFVJG[GCTCHVGTHQT/GZKEQCPF%JKNGGZEGRVKPHQT%JKNG
YKVJVJGVYQUVGRRTQEGFWTG
6JGNKSWKFKV[GHHGEVECPDGEQPUVCPVQTFGRGPFQPVJGNGXGNQHCPKPFGZ#UVCVKU
VKECNN[UKIPKſECPVEQPUVCPVGHHGEVKUQDUGTXGFWUKPIVJGKVGTCVGF)//HQT/GZKEQ
KPVJG[GCTUCPFCPFHQT%JKNGKPVJG[GCTUVQCPF
+P/GZKEQVJGUGPUKDKNKV[QHVJGUVQEJCUVKEFKUEQWPVHCEVQTVQVJG+46CUOCTMGV
KPFGZKUUVCVKUVKECNN[UOCNNGT KH VJGUVQEMUCTGOQTG NKSWKF KP VJG[GCTUCPF
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WUKPIVJGKVGTCVGF)//(QT%JKNGVJGUGPUKDKNKV[QHVJGUVQEJCUVKEFKUEQWPV
HCEVQTVQVJG+46CUOCTMGVKPFGZKUUVCVKUVKECNN[UOCNNGTKHVJGUVQEMUCTGOQTGNK
SWKFKPVJG[GCTUVQWUKPIVJGKVGTCVGF)//
The results warrants a careful interpretation  considering a possible model miss
RGEKſECVKQPYJKEJECPTGUWNVHTQOOKUUKPIHCEVQTUCPQPNKPGCTHCEVQTOQFGNKPCFG
SWCVGKPUVTWOGPVUQTQXGTKFGPVKſECVKQPKUUWGUYJKEJCTGNGHVHQTHWTVJGTGZVGPUKQPU
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